ABSTRACT
Introduction
The financial information is one of the primary factors that affect decisions of the management of a firm, creditors, investors, suppliers, and governmental agencies. The financial information disclosed by the business entity is expected to be relevant, understandable, timely, comparable, and verifiable. The development of capital and money markets heavily depends on the quality of financial information issued by the business entities. The disclosure of accurate, relevant, and understandable accounting information remarkably enhances the functioning of the money and capital markets (Grüber, 2014:57) .
In this study, the predictive power of comprehensive income and net income reporting In addition to these, Turkey's European Union integration process is one of the main factors that change the accounting standards and applications in the country (Balsari and Varan, 2014) . income not only encompasses revenues, gains, expenses and losses reported in traditional income statement but also all gains and losses that influence the stockholders equity (Kieso et al., 2011 ). In the current business climate, the comprehensive income plays a pivotal role in assessing the reporting entity's financial performance. The recent revision of IAS 1 Presentation of Financial Statements has motivated researchers to investigate the value added of comprehensive income.
The financial performance of the corporations is among the major concerns for the users of financial statements. The way of measuring financial performance of corporation is currently one of the most debated topics in the business environment. Accounting theorists have put forward opinions for the nature of the income earned by the corporations and developed methods to accurately measure the net income of the corporation. In the modern business era, the primary challenge that accounting standard setting bodies face is to accurately determine the value of implicit economic value of the business entities (Kanagaretnam et al., 2009 ).
The predictive ability of comprehensive income and other financial performance measures has been well documented for the developed economies ( Dhaliwal et al., 1999; Choi et al., 2007; Biddle and Choi, 2006) . However, there are few studies regarding the predictive ability comprehensive income for the developing economies. This study seeks to address the question of whether comprehensive income provides the financial markets with value relevant information related with the future corporate financial performance of business entities operating in Turkey. This paper is organized as follows. First of all, the rationale for comprehensive income reporting is examined. Secondly, the previous research studies will be reviewed. Thirdly, the sample selection, empirical research design, and data will be presented. In the fourth section, the results of empirical research will be reported and discussed. The final section of the study concludes the paper, and makes recommendations for future research studies.
The Background of Comprehensive Income Reporting and Past Literature
From the perspective of users of financial statements, income statement is the most important financial statement disclosed by business entities. Hence, all accounting data associated with profit and loss should appear on the income statement. Accounting standard setting bodies aim to enhance the understandability and comparability of income statement for creditors, investors and other users.
Accounting Standards Board, an accounting standards setting body of the United Kingdom, is the first standard setting body that introduced the concept of the comprehensive income. FRS (Financial Reporting Standard) 3 Reporting Financial Performance issued by Accounting Standards Board in 1992 requires the reporting entities to prepare a statement of total recognized gains and losses, a supplement to the profit and loss account. Under FRS 3, total recognized gains and losses starts with net income, and includes other transitory items such as currency translation difference, and unrealized surplus on the revaluation of fixed assets (FRS 3, 1992) .  gains and losses from investments in equity instruments measured at fair value through other comprehensive income (IAS 39) There is a never ending debate over the usefulness of comprehensive income between opponents and proponents of comprehensive income reporting. Proponents of comprehensive income reporting argue that comprehensive income reporting significantly increases the transparency of financial statements disclosed by firms. Proponents of comprehensive income reporting also state that comprehensive income reflects all sources of value creation (Chambers et al., 2007) . The unrealized gains or losses excluded from the net income may be associated with core business operations conducted by firms (Maines and McDaniel, 2000) . In addition, Keating (1999) put forward that unrealized gains or losses excluded from the net income eventually become realized and the disclosure of these items allows the financial statement users to analyze future cash flow of a firm. Furthermore, Hirst and Hopkins (1998) , Maines and McDaniel (2000) and Hunton et al. (2006) state that the disclosure of comprehensive income components significantly makes earnings management more transparent. Furthermore, the proponents of comprehensive income reporting assert that with the introduction of comprehensive income reporting, financial statement users can make more informed decisions related to future corporate performance (Biddle and Choi, 2006; Choi et al., 2007) .
Opponents of comprehensive income reporting state that comprehensive income reporting fails to reflect permanent earning power of a firm, since it includes non-recurring items and non-core business operations (Kanagaretnam et al., 2009 ). The reporting of comprehensive income makes earnings more volatile than net income, resulting from non-core business items (Yen et al., 2007) . Moreover, McCoy et al. (2009) state that comprehensive income items could be highly volatile and thus mitigate its usefulness for forecasting the firm value. Skinner (1999) reports that accounting adjustments for comprehensive income items are highly difficult to explain economically and many financial analysts deliberately ignore the components of comprehensive income in the prediction of future financial performance.
In this part of the study, previous research studies are presented. Most of previous studies focus on the usefulness and predictive power of comprehensive income reporting in the developed markets. As previous research studies have provided mixed results and failed to correctly assess the usefulness of comprehensive income and net income in explaining future firm performance, further research studies are needed to compare the usefulness of comprehensive income and net income in explaining future firm performance. In Turkey, there are a limited number of studies regarding whether comprehensive income reported by the business entities provides the money and capital markets with value relevant information related with the financial performance of business entities.
Zülch, and Pronobis (2010) investigate the predictive power of the components of comprehensive income for the entity's future financial performance. The final sample used in the empirical analysis consists of 71 companies operating in Germany, and time period for analysis is between 1998 and 2007. They found no evidence that comprehensive income reported by the entities has a better predictive power for entity's future financial performance than net income. Choi et al. (2007) examine the predictive power of comprehensive income disclosures.
According to the results of the empirical analysis, comprehensive income disclosed by the entities has a power to predict future financial performance and the stock exchange prices. The final sample they used in the empirical analysis consists of 3716 entities, and business entities operating in the financial industry are excluded from the sample due to different accounting rules and disclosure requirements. Dhaliwal et al. (1999) compare the ability of comprehensive income and net income to predict the future corporate performance. They conclude that comprehensive income is not a better predictor of future corporate performance than net income and state that the marketable securities adjustments, one of the components of comprehensive income, may enhance the ability of comprehensive income to summarize future financial performance. Biddle and Choi (2006) state that comprehensive income provides greater decision usefulness than net income in predicting future net income and comprehensive income and the separately reporting of comprehensive income components have incremental value relevance.
Using sample firms operating in New Zealand, Cahan et al. (2000) report that comprehensive income is much more relevant than net income and the individual components of comprehensive income do not provide value relevant information to the users of financial statements. Kanagaretnam et al. (2009) investigate whether the components of other comprehensive income reported by Canadian firms have value relevance. They found that aggregate comprehensive income is much more closely associated with stock exchange prices and returns than net income. Cheng et al. (1993) analyze the usefulness of three financial performance measures: comprehensive income, net income and operating income. Based on a sample that includes 922 firms from US, they found that operating income and net income are much more useful in clarifying abnormal returns than comprehensive income. By using data of ninety-two Australian non-financial firms, Brimble and Hodgson (2005) find that net income better forecasts future firm performance than comprehensive income and recommend that accounting standard setting bodies should focus on items which are closely associated with core business activities in order to enhance the ability of comprehensive income to predict future financial performance.
In Turkey, there is very limited research addressing whether future firm performance is more highly associated with net income or comprehensive income. Demir et al. (2013) compare the ability of comprehensive income and net income to summarize stock returns, operating cash flows and market value of equity. According to the results of empirical analysis, they state that comprehensive income is superior to net income in terms of performance measurement. Based on a sample that includes thirty seven firms listed on Borsa Istanbul, Köse and Gürkan (2014) report that comprehensive income is significantly useful in explaining market value of firms.
Using the empirical data retrieved from Borsa Istanbul for the period 2004 -2005 , Cihangir (2006 states that net income is better than comprehensive income in explaining stock price changes.
Research Design

Data and Sample
This section is devoted to the characteristics of data and samples. The sample is obtained from the public disclosure platform 2 . The sample used in the empirical analysis covers the period from 2010 to 2014. The sample includes the listed companies on the Borsa Istanbul. To be included in the sample, a company must be listed on Borsa Istanbul, have positive book value of equity, and its financial statements must be available in the website of public disclosure platform. All observations that do not have other comprehensive income items are excluded from the sample. This is because the empirical analysis of this study focuses on the difference between comprehensive income and net income. Companies operating in the financial industry are excluded in the sample since the balance sheet structures and accounting rules are prominently different for financial industry. Table 1 presents the industrial classification of sample companies. As can be seen from table 1, the most heavily represented industry in the sample is fabricated metal products, machinery and equipment (35%), followed by non-metallic mineral products (17%). Data variables are collected from financial statements disclosed by the business entities.
In this study, six monthly financial statements are used. The sample consists of 798 firm-year observations representing 102 firms. This broad sample is the representative of large manufacturing companies operating in the Turkish economy.
Empirical Models
To analyze the usefulness of comprehensive income in forecasting future financial performance, the relationship that exists between six-month ahead financial performance measures and comprehensive income in the current period is investigated. The financial performance of sample companies is examined and measured with different perspectives. That is why four different measures are used to assess the financial performance of sample firms. These measures are net income, return on assets, return on equity, and operating income. The following equations that investigate whether net income or comprehensive income better forecasts future corporate performance are developed;
(1) Net income (t+1) : c0 + c1Net Incomet +c2Comprehensive Incomet + εt In these equations, future corporate performance measured by net income, return on equity, return on equity, and operating income is explained by two accounting variables: net income and comprehensive income. The subscript t and t+1 stand for the time period.
Table 2 Definition of Variables
NI (t+1) the net income at the end of the six-month period t+1 deflated by the number of outstanding shares NIt the net income at the end of the six-month period t deflated by the number of outstanding shares CIt the comprehensive income at the end of the six-month period t deflated by the number of outstanding shares ROA(t+1) the return on assets at the end of the six-month period t+1 deflated by the number of outstanding shares ROE(t+1) the return on equity at the end of the six-month period t+1 deflated by the number of outstanding shares OI (t+1) the operating income at the end of the six-month period t+1 deflated by the number of outstanding shares Equations 1, 2, 3, and 4 are tested by comparing the ability of net income and comprehensive income to forecast future levels in net income, return on assets, return on equity and operating income. In this context, the equations used in the empirical analysis parallel with those of Biddle and Choi (2006) , Kanagaretnam et al. (2009) , Pronobis and Zülch (2010) and Dhaliwal et al. (1999) .
Empirical Results
Descriptive Statistics
In this part of the study, the descriptive statistics of the variables and correlation matrix are given to provide the prominent characteristics of the analyzed data. Table 3 presents descriptive statistics of the research variables used in the empirical analysis. Despite the adverse impacts of credit crunch on the global economy, the majority of sample companies are profitable over the period 2010-2014. Table 3 indicates that the standard deviation of net income deflated by the outstanding shares is greater than standard deviation of comprehensive income deflated by the outstanding shares, return on assets and return on equity. Generally speaking, the mean of NI (t+1) is higher than the mean of comprehensive income, return on assets and return on equity. It is worth mentioning that the amount of other comprehensive income items reported by some of companies in the sample negatively affects the companies' net income. Table 4 displays the correlation matrix for the research variables used in the empirical analysis. As can be expected, all financial performance measures are positively correlated with each other. All of these correlation coefficients are significantly different from zero (p-value< 0.01). The amount of other comprehensive income items plays a substantial role in the level of correlation that exists between NI (t) and CI (t). 
Empirical Results of Regression Analysis
In this section of study, the results of empirical analysis are discussed. The results of regression analysis are reported below. In the table 5, equation (1), the coefficient on comprehensive income is positive and significant at the 1% level (t-stat. = 3.33, p< 0.001),
indicating that comprehensive income reported by the sample companies has strong explanatory power in explaining future corporate performance. According to the results of the regression, the adjusted R 2 for the equation (1) is approximately 42%. The results of regression analysis for equation (1) differ from the results in Biddle and Choi (2006) , where comprehensive income has more predictive power than net income. However, the results of regression analysis correspond to the results of Dhaliwal et al. (1999) , Pronobis and Zülch (2010) and Kanagaretnam et al.(2009) who find that net income better forecasts future net income than comprehensive income. Table 6 presents the estimation results for equation (2) which regresses return on assets on net income and comprehensive income. As shown in table 6, equation (2), the coefficients on NI(t) and CI(t) are positive and significant at the 1% level. The results also indicate that comprehensive income is a better indicator of future return on assets than net income and 13.26% of the total variation in the ROA(t+1) is explained by NI(t) and CI(t).
The results of predicting future return on equity reported in Table 7 reveal that comprehensive income is apparently superior over net income in predicting the future return on equity. The coefficients on NI(t) and CI(t) are positive and significant at the 1% level. The coefficient for comprehensive income is 0.1063 and the coefficient for net income is 0.0166.
The equation (3) has the lowest adjusted R 2 (11.63%) among the all. Table 8 suggest that net income is a better indicator of future operating income than comprehensive income, confirming the findings of previous studies (Dhaliwal et al., 1999) . This result is expected because comprehensive income includes noncore and nonrecurring earnings. The results of regression analysis contradict Biddle and Choi (2006) who find that comprehensive income is superior to net income in predicting future operating income. The equation (4) has the highest adjusted R 2 (47.71%).
Considered altogether, the results of estimating models suggest that net income provides the greatest predictive power for future net income and operating income and comprehensive income provides the greatest the predictive power for future return on equity and return on assets. The findings of the regression models for estimating models also state that net income and comprehensive income are superior for different equations. The conflicting results of estimation models offer no clear evidence on whether net income or comprehensive income is a better predictor of future corporate performance.
It is worth mentioning that even though aggregate comprehensive income is one of the vital financial performance measures, the users of financial statements should have information associated with the components of comprehensive income to make rational and accurate decisions. The results of empirical analysis prove that different definitions of income may provide different insights to the users of financial statements about future corporate performance.
Concluding Remarks
Comprehensive income is increasingly becoming a vital component of financial reporting environment. Since the introduction of the comprehensive income, it has grabbed the attention of investors, creditors, stockholders, government authorities, and other financial statements users.
This study primarily aims to contribute to the existing literature by empirically researching the ability of net income and comprehensive income to predict future levels in net income, return on assets, return on equity and operating income. The empirical evidence supports the assertion that there are advantages of reporting comprehensive income in predicting corporate financial performance. According to the empirical evidences reported in this paper, net income is better than comprehensive income in forecasting future operating income and net income, while comprehensive income is better than net income in forecasting future return on assets and return on equity.
This study evaluates the credibility of comprehensive income through predictability analysis. The findings of the empirical analysis support the requirement that business entities operating in Turkey report comprehensive income. The empirical evidence of this study also supports the conclusion that net income and comprehensive income provide valuable insights into corporate financial performance.
The results of this study are critically important for the accounting standard setting bodies such as IASB, FASB and local regulatory bodies and may also be helpful for financial market participants to figure out corporate financial performance from a different perspective.
